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DISCUSSION OF COOPERATIVE LOAN SOCIETIES * 

PIERRE JAY 
Vice-President of the Bank of Manhattan Company 

MR. HAM has well said that the need for small loans is 
imperative. The time has passed when reformers 
urge merely restrictive legislation which only serves to 
make the terms for necessitous borrowers the harsher ; the day 
of the constructive program is surely here. I am especially in- 
terested in the cooperative part of Mr. Ham's program and I 
shall discuss briefly and without detail the following points : 

i . Differences between cooperative and capitalistic methods 
of providing small loans. 

2. The structural outline of a cooperative association. 

3. The advantage of legislative recognition for cooperative 
associations. 

4. Cooperative v. non-cooperative interest rates. 

The difference between the cooperative loan societies and the 
provident, chattel and salary loan companies established by 
public-spirited citizens is exactly the difference between per- 
sonal and impersonal associations. The first thing the imper- 
sonal association wants to know is whether the loan will be 
repaid. The first thing the personal association wants to know 
is whether the loan will be a good thing for the borrower. It 
is no less solicitous than the impersonal about the repayment of 
the loan, but thrift is its fundamental idea and nothing will 
undermine thrift so surely as improvident borrowing. Satis- 
factory inquiry into the object of the loan is impracticable in 
the large provident societies and can only be done in the rela- 
tively small associations. 

The cooperative societies may be called personal from an- 
other point of view. The capital of the provident societies is 
supplied by one class of citizens: the borrowers belong to 
another class. Therefore, the relation between borrowers and 
lenders is impersonal. In cooperative societies the relationship 

1 Read at the meeting of the Academy of Political Science, November 11, 191 1. 
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is personal, for both borrowers and lenders belong to the same 
class and to the same association, and their interests are com- 
mon instead of opposed. The existence of such a relationship 
has been one of the chief elements of success in the European 
associations. 

You are to learn from other speakers the detailed working of 
one of these cooperative associations. I will present no details 
but merely the general plan of operation of the European 
societies, and of those in Canada and in Massachusetts, which 
are really based on the European societies. Massachusetts is 
the only state having a law providing for their establishment 
and regulating their operations. There an association may 
incorporate if it can satisfy the banking department that its 
proposed field of operation is favorable to success and that the 
standing of the proposed members is such as to give assurance 
that its affairs will be administered in accordance with the 
spirit of the act. No one can become a member unless he is 
honest and industrious. Members are admitted by the direct- 
ors but credits are passed upon by an entirely different com- 
mittee. Each member of the association has one vote irre- 
spective of the number of shares he holds. The par value of 
the shares is so small as to make them available to people of 
the most moderate means. Members may contribute funds to 
the association either by purchasing shares or by making de- 
posits similar to savings deposits at a fixed rate. 

While no law is necessary for the establishment of these 
associations, nevertheless experience in this country as well as 
in Europe shows that their formation is greatly encouraged by 
the existence of a proper law. The case of Massachusetts 
illustrates this well. Prior to 1909 there were three or four 
such associations in the state organized on various lines. In 
1909 a law was passed authorizing their formation and denning 
the lines on which they should operate. In a little over two 
years, 22 associations have been formed under the law. In the 
province of Quebec, prior to 1906, there were three such asso- 
ciations. In the five years which have elapsed since the pas- 
sage of the law, some 50 new ones have been formed. 

Therefore, I want to add another plank to Mr. Ham's plat- 

(182) 



No. 2] CO-OPERATIVE LOAN SOCIETIES 1 3 1 

form and to urge that the first step towards encouraging the 
organization of these associations in any state should be the 
enactment of a law requiring them to start under proper 
auspices and operate along lines which elsewhere have proved 
safe and wise. Without such a law, great initiative is required 
to start an association, and no two will start with exactly the 
same ideas back of them. But the standing given them by 
legal recognition and the ease of following a path already blazed 
out are of the greatest assistance. Furthermore, the better the 
law the better the results obtained from their operation. It is 
a well-known fact that the building and loan associations, which 
are our great national contribution to cooperative credit, have 
flourished most where the laws have been best. Our own ex- 
perience with these associations in New York has shown us the 
unfortunate results of poor laws, now happily revised in a most 
satisfactory way. 

The last point I wish to discuss is the rate of interest. Mr. 
Ham has spoken of the relatively high rates of interest which a 
risky business entitles the lender to charge. It is a fact that in 
the cooperative associations the rate seldom goes above 8 fo and 
averages about 6 f>. They can make loans cheaply because 
their expenses are small and their legal expenses nil, and be- 
cause at the outset they exclude unworthy borrowers. Never- 
theless, I have known some such associations to charge from 
12 to 24 f> and thereby to earn large dividends for non- 
borrowers. This is a vicious practise : first, because it violates 
the cooperative principle of fairness to both parties, and second, 
because it attracts an undue amount of money, makes it difficult 
for the loan committee to put it out, and tends to lessen the 
careful scrutiny given to the object for which the loan is de- 
sired, which after all is one of the fundamental principles of 
cooperative credit. If it is a good thing for a borrower to have 
a loan, he should get it as cheap as possible; if it is not a good 
thing for him to have it, he should not get it at any rate, low 
or high. 

I regret that lack of time prevents my speaking of the moral 
results of cooperative credit in European countries, which in 
the opinion of many observers are more important than the 
economic results which have been achieved. 
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